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SECTION I. SUMMARY OF FAR EAST TRE'DS AND DEVELOPMENTS

The US propeeal to halt further Japancse reparation payments is
szpected to meet strong opposition from other FEC mewber-nsitions {p. 2}

Despite British atrengthening of Hong Kong'a defenses, ne Chinese
Gormunist attempts to selze the Colony are forsseen in the near future
(p- 8).

The problem of gaining Korsan endorsement of the intended US troop
withdrewel hes been increassd by the recent defection of a Conat Guard
vegsel (po 3). Meanwhils, President Rhee haa pogbponed action on Xorean
land reform by retursing the bill to the National Assenbly {po 4o

In China, the Communist military sdvance not only continues bub
appears to have seccelerated and the possibility of a direost thrust down
4o Centon now sxists {p» 4). In the face of this threst, the refugse

Nationnlists thers are debating where next to move the remnants of thelr
government {p. 5).

fommonwealth sid to the Burmese Govermment mey well be used for the
suppregsion of the insurgent Kerens, rather than for restoration of order
through nsgotiation {p« 7).

Slow but definite progrees in commities talks et Butavia indicatos
that a solution to the Indonesien problem ia still a possidllity {ps 8j6

The Tarrinal note GLons USed in BNoGecding BECELONS OF BhLS WoeKly
("an, "B or "CY) indicste the imporitance of the itema in B/¥E opinion
with "A" representing the most important.
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SESTION IX. DEVBLOPMENTS IN SPRCIFIED AREAS

GETERAL

U5 halte Japonese reparations--The Par Hastern Commigsion, lest week,

heard a US proposal €0 halit further Japanese maohinery end equipment
removals for reparations and to 1ift all restrictions on the levels of
Jepanese industry. Simultanecusly, SCAP received an order to halt all
remaining shipments plammed undsr the “advance transfer® propram, from
wiich China, Great Britein, the Yetheriands asnd the Philippines have
reseived epproximately 52,000 tonsg of former srsensl equipment.

In justifying the proposal, the US pointed out that reparations
have been predicsted on the assumption that faocilities to be removed
ag veperations would be surplus to Japan's pesceful needs. Sincs Japea:
le facing a tremendous task in sbtempting %o aohieve a sglf-supporting
esconomy, 1% is the US view that further reparations would make this taglk
evon more difficult, if not impossible. It wes further pointed out that
the US is spsnding $5600 million anuslly for relief end rehabilitetion
in addition to occupation costs, and that foreisn aid programs would be
Jeopardized if the burden of Japan continues to f£all upon the US.

Thig latest US move is the oculmination of a seriss of decisions
graduslly liberalizing the US reparations policy. In 1946, the Pauley
Commission {conoerned more with reducing Japan's war potential than with
economic rehabilitation) recommended removals valued prewsl at §740
million. In early 1948, the Overseas Consultants veduced the Pauley
reccmmendation to §495 million and the Johnston Sommittee, in May 1948,
further reduced it to $200 million.

FEC’s sorntinuons fallure to egreoe on such basie isgauves asg the
division of reparations among olaimant nations, the position of such
external essete as seized plant in Meunchuria and alloweble levels of
industrial recovery, has adversely affeated Janan's sconomie stabili-
zation beoause industries whose vlant waz zlated for reparations removal
have hesiteted either to undertake capital improvements or to reconvert
for peacetime production. Howsver, since about T0% of the squipnent
aarmarked for reparations is presently in use, the immediate effeot upon
Japan's production index will be slight until enough raw materials are
avallable to demand the use of the additional equipment. Neverthelens,
removal of this deterrent to Japan's recovery should prove to be of
immediste psychologiocsl value in US efforts to revive the country's
lethargio economy.

Viporous and sustained opposition to the new proposasl can be expected
from the mojority of the FHC members, espeeially from Australia, China and
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the Fhilippines., The Philippines’ Department of Foreign Affairs has
alrsady drafted a note of protest for submiasion to the FEG, and the
Australian Secretery for External Affairs has expressed oritioism of

the "unilateral sction of the US in defiance of the views of the major-
ity of the FEC.® 1In view of the intense feeling on the subject, the US
provebly will be forced to use i%ts veto power in order to offact the new
polioy. -

Fature of Hong Kongw-That the Chinese Communist Party will probably

reopen the Hong Song question and demand that the UK return long Kong
anc¢ Kowloon to China oan be snticipated, since the CCP does not regard
tia "unequal treaties™, by whiloh the UK acgquired possession of Hong X.ug
an’ a 99-year lease on the Wew Territories, as walid and considers the
Britiah foothold in Honp Kong en affront to Chinese nationalism. The
British, in turn, have made 1t clear several times gince V-J Day that
they do not intend to relinguish the Colony. On 5 lay, the UE Minister
of Defense stated in Commons that substantial reinforcements were being
dispetehed to flong Xong.

It is improbable that the CCP will order an assault on Hong Fong
in 1949, sines & stable llonpg Konpg under British oontrol of'fera the Come
muniets great advantapes in foreipn trade., These ndvantares, however,
will not outweigh Communist nationalistic sentiment in the lonp run and
the return of Hong Kong to China, either through nerotiation or military
action, will probably ocour within the next few years.

KOPEL

Sy

Ship defsction adds to Rhee's woeg-~A woek after the & May defection of
Borsan Republic troops to the North, one of the Republio's lerpar Coast

Guard vessels gailed into the northern Korean port of Wonsen. The vesasel

iz one of sixtsen 260~-ton YMS oraft turned over %o the Korsan Govermment
by the US, '

Lose of this ehip will further complicate the already knotty problem
of paining President Rhee's assent to sarly US troop withdrawal. The

Coast Guard is the weakest arm of the Korsan Securiiy Forse® gnd Rhee
feels that additional ships and equipment from the US are a neoRaRATY
prersquislte to troop withdrawal, Furthermore, considersble pressure,
not all officially inspired, is beinr exerted in Seoul +o postpone troop
wi.thdrawal until: 1) Korean defensive power is more fully developed;

2) Soviet withdrawal from northern Kores is more certein; and 3) the US

sonoludes an alliance or wmilitary pact with Korea offering positive .
military protection.

In view of the demonstrated disloyalty of elements in the Coast
Guard and Army and in the sbasence of positive Ug gvarantees of Korea's
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sacurity, it will be most difficult for Rhee %o convince the Korean
people that the Seocurlty Forces have devsloped to the point whers it
is now possidble to establish an sarly date for the withdrawal of US
troops.

Rhee sends land bill buok to Assembly--The longesought-for Land Reform won
Bill, passged recently by the National Assembly of the Republic of Korea,

was returned to that body by the Stabte Council (Rhee's exscutive cabinet)
for further work on surgested amendments., Since the sugpeetions were

minor in nature, e hint as to Rhee's resl reason for delaying implemen-
tation of the Bill may be seen in hie spesocific recommendation that effective
date of the law should not be the date of the Assembly's "passape,”™ but the
date of the State Ucuncil's "promulpation.™ Whatever the mctive, delay on an
issue as lmportent ue the Land Reform Bill, while plessing toc Korea's
conssrvatives, will not win friends I'or Rhee among politically aware
farmerg. Nor will it weaken the Commumists® attack apainet existing land
conditions.

The Land Reform Bill, which providez for the gale to farmers of
some 1,800,000 acres prasently held by absentee landlords, is expected to
reduce farm tenancy from 73% at VJ-Dey to an estimated 10%. Payment to
the landlords will be made imnediately in nepgotiable honde equivalent in
value to the installment payments (in kind) %o be made over a peried of
years to the Govermment by the purchasing tvenants. Land holdinge are
restrioted to a maximum of T% acres per farm family, with certain specisl
oerop fields {erchards, mulberry, and vegetable gardens) exempbed.

CHIVA

Communist advance aontinueg«-The current Communist offensive rolled for=-  ®AY
ward on all fronts last wrek and appearsd to be on the verpge of a new

series of succemsea;: Hankow has been taken, Shangheai is in imminent

danger of capture, end there are numerous reports that a thrust deep

irtc south Chine is developing rapidly.

Despite "fierce" resistance by the Wationalist defenders, Communiet
forces continue to move artillery, additional supplies and forces into
position around Shanghai and have all but isolated the city. Although
they are now within artillery range of the vital Whenpgpoo River, sole
remaiuing sea~outlet from the olty, they have not yet begun to shell
river shipping, Food and fuel stocks within the city, adeguates until
mid-June, are not present cause for alarm. Once the sea approaches are
out and ECA shipments hclted, however, the isolated eity will face eco-
nomic stranmulation if it does not first fall militarily. High ranking
Shanghal leaders are sald to expect that the Wationaliste will abendon

—
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Shanghai in the near future. They envisage a "Dunkirk" evacuation from
the south banks of the Yangize, east of Wovsung. The successful reen-
actment of Dunkirk seems unlikely for the NWatiomalisitswould firast have
to stebilize the situation west of the Whangvoo River, a remote possi-
bility. Although subject to some modification from other then military
faoctors, Communist osoupation of Shanghai should cocur by the end of the
month, or shortly thereaf ter,

Meanwhile, according to censored news releases from Shanghai, the
Communists are pushing south and southeast from the Chexianpg-Kiangei
Builroad and have driven as far as Nigtu end Julchin (Communist ocapiv:l
ir. 1931) some 230 miles from Canton in southeast Kiangsi, and "aneirc.ed"
Caienyang, in northwestern Fukien, 120 miles from Foochow.

From presently reported positions, Communist General LIU Po-cheng
csuld launch a two-pronged drive southeast to the Fukien const, and south
into Xwangtunge=joining forces with Communist puerrillas now holding broad
gtretches of rural Ewangtung--and thence to Canton, or veer southwest and
west to menace the rotreat of PAI Chung-hei and cut him off from his poli-
tical and economic base in Ewangsi. It is still ico early to discern
exaotly where LIU's main effort will be directsd, but present indications
suggest Canton. LIU's exact whereabouts for past months have been somo-
thing 2f a riddle; it has long been expected, by neutral cbservers and
Communist propagandists slike, that LIU and his guerrilla forcesz would
lead the eventual Communist push into South China., If LIU is on his way
to Kwangtung, the emerpgence of any anti-Communist resistance in south
China or vnity of snti-Communist efforts elsewhere in China is severely
threatened,

Nationalistes debate flight from Canton—=Frightened by the possibility

of & Communist drive on Canton and confused by disastrous factionalism,
Nationalist officials are disoussing where to po next. Hitherto, right-
wing leaders have piven first consideration to Tawian, already prepared
as a final Naticonalist refuge. However, growing fear that such a move
would bring withdrawsl of recognition by foreign powers lis causling reex-
emination of this course, Aoting President LI's following, morsover, is
more directly concerned with southwest China than with Taiwan. Vhile LI's
primary interest in Kwanpei might point to Kweilin as a possible future
center of reaistance, Chungking is likely to be first choies for various
Nationalist leaders. Althouprh the Vationaliste might then attempt to
exploit the analopy of the movement to Chungking during the Japansse War,

sotually suoch a move probably would hasten the downfall of Nationalist
China.

Mesanwhile, Acting President LI reportedly is preparing for a show-
down with CHIANG Kai-shek over implementation of the latter’s assurances

SEG
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of non-interference with the Govermment. Although CITANG sent a letter

to Premier HO Yinp-chin in answer to LI's request for actual control of
governmental resources, nearly all the stotements made therein were
general sand indicated CHIANG's refusal %o vield actual power despite

his present intention not %o resums offica. However, LI revnortedly

plans first to revemp the sabinet end then order shipment of the Govern-
ment's pold reserves from Taiwan to Canton. Apparently aware that Taiwan'e
Governor, CHEN Cheng, is unlikely to oomply with this instruction or yield
nis office to a new sppointee (such as SUN Ji=jen), LI has asked for US
support in effeating CHEW's removal. Should LI ocarry ca the struggle in
this fashion, the Vationalis®t split may soon be irreparable.

LI*s apparent intention to appoint YEW Hsiwshan or CHU Cheng to head
& new oebinet further evidences the low level of Nationaliat political
fortunes. YEF is the refugee ex-warlord of Shansi, with & loup record of
antaponism to the National Govermment and little present influence exospt
possibly with certain Xwangtung penersls. CHU Cheng iz & colorless Kuomin-
veng elder, long President of the Judicial Yuan, Despite HO Ying-chin's
continuation in the Defense Ministry and the probable appointment of PAY
Chung=hsi as Chief of Staff, the new csbinet, if organized, will be even
less effective than is the present one.

Hoderate economic policy in Peiping~~Communist sincerity regarding the ik

Wehift to the oities” reconstruction program, announced for Worth China

in March, 1549, is now fairly evident as a_result of Party actions and
dirsctives during April. On 23 April, the Peiping Munieipal Committoe

of the Chinese Communiat Party {(CCP) held a meeting with "factory mana-
gers, oompany menngers, military representatives end labor union directors ™
in which the new economio program was sndorsed, appliecation of the policy
was discussed and party workers were warned in strong languare apainsgt sny
deviation from the program by "mistake or prejudice.” PENG Chen, Secretary
of the Municipal Cormitioe, promised that the government wounld protect
privately-owned industries and improve marketing conditions. PENG also
stated that industry would be "directed® by the principle of "lightor

taxes f'or industries than comnsree, for heavy industry than 1ight, and

for manufacturers of dailv necessities then for makers of luxury goods,”

He concluded by assuring the meeting that, according to Chairman MAO's
directive, the CCP must "allow profit for both sapital and labor and
maintain good relations....with foreign countries.”

The actlon of the Communist Ministry of Industry and Comerce regard-
ing the Kailan Mining Administration (KMA) ie a further slmificant indi~
oation that CCP politiosl prejudices are subordinate to economic objectivesn
at present, To insure profitable operations for the part-British firm, the
CCP promised decressed taxes, more transportation, pit props from Manchuris
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and & disciplined labor force, This attitude appears tn be u direst
result of the Marsh policy, since the Communist radio proudly broad=-
cast that this wae e "typiocal solution" of industrisl prcoblems in
Horth China, and completely in accord with MAO's principles.

BURMA.

Cowmmonwealth aid problems-«~The British Embassy in Rangoon has stated "B®
that the nsture of the Commonwealth aid promised to Burme is still un-
decided, but indicated that it would be meinly arms end military equip-

ment, No long=term financing is contempleted, although a small incroase

in Qurrency issue is still being considered. Meanwhile, the Burmese

have been led to believe that Commonwealth assistance will be immediate

and unquelified and are apparently plamning to use the new erms to step

up action against the Karens, contrary to the Commonwealth desire for a
negotiated Burmen-Keren apgreement followed by a major effort apainst the
Communists.

In view of this atiitude, any Commonwealth effort to impose oondi-
tiones offers difficulties and the Commonwealth appears to be teking a
ocaleulated risk. If the Commonwsalth reneges on its promise, an unfavore
atle Burmese reaction is certain. If 4t atbempts to impoase conditions,
on the other hand, bitter Burmese resentment cen be expected, especially
amorig the military leaders. Yet wunconditionsl arms supply te the Burmese
is likely to result in sctions inoonsistant with Commonwealth wishes and,
worse, much of the matériel mipght be turned apainst the Government either
through desertion of Goverrnment troops or insurgent rajds, One slternative
which offers some slight hope of success, however, appears to be action by
the Commonwealth Ambassadors in Hangoon (who constitute the mediuwm through
which the aid program is to be inmplemented) to bring judicious pressure
upon the Burmsse Government to oome to terms with the Karens by piving
only token assistance until the Burmans become mors amenable,

Meanwhile, unsettled conditions, coupled with the obvious weakness
of the Burmese Government, aprpear %o be encouraging separatism among the
Shen and Keohin minorities who inhabit a larpe psrt of the north and north-
east. Leaders of these people recently met in Bahmo to consider measures
for self-protection during the continued disorders., These loaders have
alweys been suspiclous of Burmese intentions towards them and sre unenthusi-
astic about thelr status in the Union of Burma. They are not only concerned
about their future security, but probably also believe that they heve cme
tributed far more to the Burmese Govermment than they have reosived in return.
‘he Kachin leeders who attended the meeting are reported to have agreed to
recruit two battalicns for self-defense, while the Shan chieftains apreed
to etrengthen their privete armies. There is no indication that theae
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forces would be incorporated into the Burmese Army, as proposed by
Priwe Minister Thakin Nu and the Minister for Kachin Affairs in Rangoon.

Repional recruiting of this sort would be a severe blow to the Bur-
mese Government's present plans to raise 10 battalions of frontier peoples.
Furthermore, while it seems unlikely that the Shans and Kachins will for-
mally secede from the Union, they will probably continue efforts to inorease
their autonomy at the expense of the Burmese Gowernment and further disas-
soclate themselves from the disturbances in central and southern Burma.

Progress in Batavia talks~-Although obstecles stand in the way of exeou= ng"
ting the terms of the recent preliminary Dutch-Republics agreement, the
outivok in Batavie for settlement of the basio issues covering Republican
restoration and & cease~fire order is good. Committee "One®, charged with
the problem of returning the Republican administration to the Jogjakartae
Residency, has made considerable progress. To date the major problem of
Committee "One"™ has been to schedule the evacuation of some 40,000 civilians
from the area. Howaver, a statement by the Sultan of Jogjakarts, guaran-
teelng personal and material safety for all individuals irrespective of
nationality, 1s expected to reduce the number of prospective ewvacuees
gharply. Actual evacuation may begin as early as 23 Yay. Commitiee "Two",
charged with the restoration of "peace and order", has made less nrogress.
Dutch and Pepublicans both are anxious to accelerate the work of this body
and a TNI (Republiocan Army) officer has been assipned as an advisor in
order to strengthen the Republican position,

Both parties ere reported to be cooperating unusually well in carrying
out terms of the agreement. The majority of Dutch departments in Batavia,
contrary to expectations, are giving a strong measure of support tc Van
Roijen, the Netherlands delegate. Dutch-controlled public information
organs, however, have bsen publishing statements which are likely to result
in misunderstandings between the delegations. Van Roijen intends to correct
thia situation and believes thet if the expected progress on implementation
of the preliminary apgreement can be continued during May and June, the con-
ference at The Hague on a formal agreement may be held in July.
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